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SUBJECT:  Computer and computer aided design (CADD) costs

DEFINITION ISSUE:During an overhead survey or final cost audit, the auditor may encounter costs for
computer and/or CADD.  The auditor must then determine whether the costs are
supportable and whether they are more appropriately charged as a direct charge to
the project or should be recovered through the consultant's overhead rate.

ALLOWABILITY: Computer and CADD costs are allowable costs and may be billed directly, or
indirectly as a component of overhead.  Direct charging of these costs is allowable if
the consultant's accounting system has the ability to segregate, accumulate and
equitably allocate these costs.

APPLICATION: In order to direct charge for these costs the consultant must maintain accounting
records in a manner that will accomplish a proper segregation, accumulation and
allocation of these costs.  These costs should be segregated and accumulated in a cost
pool.  These costs should then be allocated by using a billing algorithm which would
provide an equitable allocation of these costs to all projects, both direct and indirect,
on a causal beneficial relationship.  Allocation based on some measure of CPU
utilization is recommended.  It is noted, no costs contained in this pool of costs can
be contained in or duplicated in any other proposed overhead account.  If the
consultant does not have the ability to accumulate, segregate and equitably allocate
these costs, they should be included in the indirect cost pool and recovery will be
accomplished through the application of the overhead rate.  If the costs are to be
included in the overhead cost pool, then no direct charging for these costs can be
allowed.

ACTION: The consultant must prepare and submit a proposed overhead rate and if applicable a
proposed computer and/or CADD billing rate.  If all subject costs are proposed as
overhead costs the auditor will then determine the allowability of the proposed
overhead costs and will also determine if computer charges are being billed direct.
In this case, any costs found to be billed direct will be deducted from the proposed
overhead costs.  If the consultant submits a proposed direct billing rate, the auditor
will determine that all associated costs are properly segregated, and accumulated.
The auditor will then determine whether a billing algorithm which provides for an
equitable allocation of the costs is being used.  Any minor variance between costs
incurred and accumulate in the cost pool and that which is allocated to all jobs, both
direct and indirect, will be offset against or added to the proposed overhead cost for
the year.  Major variances will result in the determination that the consultant's system
inadequately provides for direct costing of these costs.

SOURCE: Code of Federal Regulations, Title 48, Part 31.202 and 31.203.


